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Federal Communications Commission Media Bureau staff economist, Peter Alexander, 
and Nodir Adilov, Department of Economics, Cornell University, recently co-authored two staff 
research papers relevant to the issues in the cable ownership rulemaking’ and AT&T-Corncast’ 
proceedings. By this Public Notice, we inform interested parties that the Commission will 
consider these two papers in i t s  deliberations in the above referenced proceedings. These papers 
represent the individual v i e w  of their authors and do not necessarily reflect the views of the 
Commission. any commissioner, or other staff member. 

The first paper, Media Bureau Staff Rescarch Paper No. 13, entitled, “Asymmetric 
Burgaining Power und Pivoid  Buyers,” examines the potential impact of horizontal mergers on 
buyer bargaining position. This study shows that, in the case where bargaining power is 
asymmetric, i t  is possible that large merged firms might extract greater concessions from 
program suppliers than smaller buyers. These results suggest that horizontal merger might be 
used as a strategy to enhance bargaining position. 
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DA 02-70 (re1 May 3 ,  2002) 
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The second paper, Media Bureau Staff Research Paper No. 14, entitled, “Most-Favored 
Customers in ihe Cahle Indusiry,” explores the implications of most-favored-customer clauses in 
the cable industry. This paper finds that the introduction of  a most-favored-customer clause for 
large buyers will increase their profitability and that the seller’s profits may decrease. The paper 
then compares its results to the Bykowsky-Kwasnica-Sharkey experiments3 regarding the effect 
of a most-favored-customer agreement and finds that the two sets of results are consistent. 

The Media Bureau Staff Research Paper Series is a forum for the Media Bureau to 
examine issues that are relevant to our mission. In addition, these papers will provide 
information to the Commission in order to stimulate debate. 

Both the rulemaking and the license transfer proceedings are “permit-but-disclose” for 
purposes o f  the Commission’s ex parte rules.4 Exparre communications will be governed by 
section I .206(b) o f  the Commission’s rules.’ We urge interested parties submitting written ex 
purte presentations or summaries of oral exparte presentations in this proceeding to use the 
Electronic Comment Filing System (“ECFS”) in accordance with the Commission procedures set 
forth in the Commission’s Furfher Notice i n  the cable ownership proceeding‘ and its March 29, 
2002 Public Notice in the AT&T/Comcast license transfer proceeding.’ If using paper exparte 
submissions, interested parties must file an original and one copy with the Commission’s 
Secretary, Marlene H. Dortch, and should follow the procedures set forth in the aforementioned 
cable ownership Furfher Nolice and the March 29, 2002 AT&T-Comcast Public Notice for 
sending their submissions by mail, commercial overnight courier, or hand delivery. 
Additionally, interested parties must submit their exparfe filings to the persons identified in the 
cable ownership Further Notice and the March 29, 2002 AT&T-Comcast Public Notice. 

Copies of  these papers may be obtained from Qualex International, Portals I I ,  445 12Ih 
Strect, SW, Room CY-B402, Washington, DC 20554, and Will also be available through ECFS. 
These documents are also available for public inspection and copying during normal reference 
room hours at the Commission’s Reference Information Center, 445 121h Street, SW, CY-A257, 
Washington, DC 20554. The documents will be posted on the Media Bureau’s website at 
< h t t p : / l ~ . f c c . C o v i m b > .  

‘See  Mark Bykowsky, Anthony M. Kwasnica and William Sharkey,  Federal Communicat ions Commission Office 
of Plans and Policy, O P P  Working Paper No. 35. “Horrronral Concenrrarion in the Cable Televrsion Indusry: An 
Experimenrol Analysis." (rel. June 3, 2002). 

’ S e e  generally 47 C. f  .R. $ 5  i.1200-1.1216. 

47 C.F.R. l.l206(b). 

See Firrrher Norice, I6 FCC Rcd at 1737 I 7 132. 6 

’See Public Nolrce. 



Alternate formats of this public notice (computer diskette, large print, audio recording, 
and Braille) are available to persons with disabilities by contacting Brian Millin at (202) 418- 
7426 voice. (202) 418-7365 TTY. or email at bmiIlin@fcc.gov. 

I h e  media contact for this Public Notice is Michelle Russo, (202) 418-2358. The Media 
Bureail contact is Royce Sherlock, (202) 418-2330. 
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.4s~ximt.tric Bargaining Power and Pivotal 
Eujw-s 

ABSTRACT 
li.asko\irh ( 2 O O O )  suggests that, becoming pivotal through merger 

worseiis the mcrgin:, I-iuyers bargaining position. We show that these 
r twl t s  hold in thr ( 'nsc where buyer bargaining power is equal across 
tiiivrrs. but, not. 111 t,Iw case' where bargaining power is asymmetric. 
We dmnonstrate it is ~mssiblr when there are asymmetries in bargain- 
ing power t,hal larger buycrs. includirig pivotal buyers, can extract 
greater gains from trad(. than smaller buyers. We show that this 
result holds ewii il t i l ?  suppliers rdlue functioii is coiivex. These 
results imp]\, tliat horizontkd niergcr might, be used as a strategy GO 
riihance Inrgnining position 
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sweral Iniyers. Both i i s s u i i i ~ ~  t h a t  tlir jiaiiis from tradr are dividcd eqimllv 
( i  e.. 3 - 5 0 ) .  irrespci:riw of hrrii sue  Chipry and Siivdei- s u g g m  t l i a r  tlit' 
cHect o i i  hargniriing l)o:i[ioii of i i  nirrgci In r w  (or mow) l i t i w r b  ra i l  

l)r drterrninrd b! t l k  (.iirwTure of llic suppliei'.s \-aliie t ~n i c t i o i i .  arid tiicy 
derriOrisT~rate r l i c l r  i f  t I i ( '  Ynppliei ' 5  \ ,a I i ie  fiinction is c o n c ~ v ~ .  t l i t .  iiier:ei. u i l l  
cwliancr t,he l)ir!.fr b tiwrjianmig posir,ioii: if the w l u e  fiiiicr,ion is c o i i \ ~ x  
 lit, iriergrr \vi11 wirsc'ii tlic r l r v  hiver.s h q p i i i n g  pmiTioii. Rnsko\-icli 
fiericralizes C h i p t ~ ,  arid Siiidrif? niotlel I n  iiitrotincin:, ii pivoral h u \ ~ e i ~ :  
t h a t  IS. ii h u y r  so In]-ge r l i i i t  aril\. r l ic ,  briyrr c a i  cornplr~.el~ covei tiit. 
mppliei 'i C O S I S .  Tlirii. tlic large firm is "011 r,lic, Iiook" fox t,hc- supplier~s 
C O S T S .  Tlic, resulr is that nierger \~-orsens J buver's ticirgaining posit,iori. 

Iri iv l id t ,  f o l lo~~n .  \w grrirralize tiit, ,ipproach of Cliipt). and  Sriyder 
(1999) a i d  Raskovicli (2000) by rclaxing thr assumption of eqiial divi- 
s i o n  of t,ho gaiiis froni trade. \\ tIemonst,rat,e t,lmt. an equilibriuni exists 
bvticri t,lie tlivisiori of t he  surplus varies ac,ross firms. and we analyze t,ht, 
c:ase where bargaining po1ver is assumed to increase in firni size. 

iVv o f h  several plausible reasons why hargaining power might b r  iri- 

c~rnsiii:, in firm size. First, n merger iriay a,ugmerit, the set, of nseful infor- 
iii;i.tion regarding prices and ot,her contractual t,erms the previously noii- 
incrgetl fimis' possessed. Srcond. i t  t.liere are differences in bargaining 
skills lirt,wPeri t,he merging hrrns. thr  merger may result, in the ret,ention 
of t,he more-skilled bargaining t,earn Third. the merged firm may have 
ii lou-rr risk av&ion c:orffic:ic:nt,. Foiirth. t,he merged firni may be more 
piihmt. Le.. i t  niay riot discount t,tie futiire a s  much as the previously 
nori-rriergetl hrrns iriiiv l~a,ve.'  R.c:gardless, our goal i n  t,his paper is simply 
t,o rrplore t,lir out,cornr ot tilt.  hilat.era1 ba,rgairiirig model ZE if  bargaining 
1)owcr IS +yrnrriet,ric. a i i  assurnptioti w sre as 1 1 0  more or less heroic thaii 
ariy other. 

After exteridiri:: t,he rriodel of Ri~skovich (2000) t,o incorporate asyrrimet- 
ric bargirining powel-. ive t,hen sliow t,liat: (1) the results of the bargaining 
5ohir,ion ernployetl b\- CtiiptJ. a,nd Sriyder and Rilskovich are robust t,o any 
constant, division of t h r  trade surplus ( e . g . .  80-20, 60-40, etc.) and not, 
simply 50.50; ( 2 )  the curvat,ure of the value function may no longer he 

rclial)le rule-of-t,hurnb rriet,iiotl for evalua,ting t,he cliarige in bargaining 
~iosit,ion ancl licnw t.he effcct,  of rricqrrs or1 sellers: (3) the post,-mergrr har- 
;ainirig position of tilt: irirrgrti firm rriay improve even though the merged 
tirin 1)ecorries p i ~ o t ~ l :  aiid (4j  rriergei r r i q  decrease t.tir rnergetl firms' 
ti-nnster pmmrnt , s  <iii(l tltcrcssc t,he seller's t,ransfer re\reriiies. 

P r r l i ~ j x  t lit siiiipiest. \v+x t o  tlernonstrate t ,he potential effech of asym- 
metric: bargainiiig power is example. We preface t,he example by in- 
trotliicin:, a ba,rgainirig power pararnekr t,hat, can vary across firms, and 
d w o t e  t,he 7"' tiriver's tiargairiirig power by 0, E (0. 1). where a higher 

t ia l j l i  !\le\- Ilaskwicli for /iis ~ISCIIYSIOII relntui& 1.0 these reasons 
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v;ilur of n means grcatrr hargainirifi power." 
You. i w m n P  tliar \\e Iiave t,tiree buvers. each with different, \ridi~atioris 

i i f  the sr1ler.s product. and e x h  with different levels of bargaining poxver. 
Fol- esarriple. ilssunic' thiit 7'4 = 80. 128 = 56. and I 'C  = 40, and that 
( 1 . 4  = .8. (18 = .1. aiid (I? = . 3 .  d e n o w  t,iir transfer price for t,he 7 1 ' 1  

I I I I W I .  Thc l(,wl of sellci costs. F .  is 50. It 1s e*\- t,o demonstratr  that  
i i i ~ d c r  tllesr toriditioris. buyer B is pivothl. xvliereas buyers A (with t,lie 
I1i:Jirst vaiuarioii of tlir sel1er.s product,) and C (with the lowest valuation 
i i t  t , l i c T  seller's product) a m  riot pivotal. Note that for Raskovich (2000). 
Iluyers .4 and 4 woiild he pivotal. We, see that TA = (1 - c t A )  . vA = 

iriirnediatelv dwi- t h i t  T., + Tc, = 44 < 50 = F. Further, we riot,c t,lial, 

O l w r v i n g  that. T,., + TR = 16 + 36 = 52 > 50 and Tn + TC = 64 > 50, 
i t  IS clc>ai- t h a t  tniyer A and buyer C are not pivot,al. and t,hat buyer B 
IS  pivot,,il. Ir i  faci,. as we see from the example, T, > Tc > T A ,  Le., the 
Iiuk-er Lvith t,he Iiiglicst valuation pays the least. Thus, in  a framework 
\vit,ti axymmet,ric bargaining power, pivotal buvers can derive significant 
bencfi ts. 

( 2 0 0 0 )  rriodel arid show t,hat under more general assumptions an equilib- 
i-iiim st,ill exists. Nexr,. we show t,hat the introduction of asymmetric bar- 
"Iiiiing power can improve the buying firm's bargaining positioil (even if 
t t i c ,  f irm is pivotal). \ire also show t,hat in t,he presence of asymmetric 
IxirgtLining power t,he 'curvaturr test' of the value function can be a mis- 
l i d i n :  indicat,or of the effec,ts of merger on  bargaining position. Le., tha t  
tlir hargaining positiori of the merged firm can improve even i f  the  the 
\ ~ ~ 1 1 u c  fiinct,ion is convex. Finally, we make some concluding remarks. 

(0 .2  xo) = 16 ~r l l t i  t,ilat r, = ( I  - tUC) . LIC = ( 0 . 7 .  40) = 2s it Is 

T L ~  = (1 - (IB 1 . [ ' I ' D  ~ F + 'TA + Tc.) + ( F  - T,, - Tc) = (0 .6 .  50 + 6) = 36. 

Tlic rest, of the paper is organized as follows. First, we extend Raskovich's 

Nash Equilibrium with Bargaining Power 

Iii this section. NT esteiid Raskovich's (2000) model t,o accommodate asym- 
riirtric Ijargaiiiin; power. We begin by c:oristructhg the t,ransfer prices 
L I C ~ I Y I  hv  pIvor.al and norr-pivot,al buyers and then show t,hat an equilib- 
r i i i n i  exists u ~ i t l e i  conditions more general t,hari Rilskovich's. 

F~.illowing Rdskwtch (ZOOO), wc assiime t,he I t *  buyer's surplus is given 
l!)y c, = ( q z , + , ) .  while the supplier's gross surplus equals V ( Q ) ,  where 
(1 = x::, (1,. Spc.cifically, V ( Q )  = A ( Q )  - C ( Q ) .  where A(Q) ancillary 
i c ~ v r i ~ i e .  and C(Q) = total cost. The supplier will produce iff: 

n 
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Leirinia 1 .  If htnw i s,irislies tiit, conditions for being pivot,al. t,heri 
IIII\TI~ / I .  siic11 1 l 1 , i t  li ,c i. also satisfies t,he condition for being pivot,al. 



Proof of Proposition 1 Sev Ra~bo \ id i f2000)  





r i ~ l ~ - o f - t h m b  nic!t,hod for rvaluating the change in bargaining posit,ioii arid 
Iieiicc~ the rffrcrs of r h  rnergnr on sellers. Moreover. despite Rasko\,icli's 
prdicriori that l)ivc)r~ill h i w s  \vould he disadvantaged b\. inerger. ~ v e  have 
SIIIII~II that iiicreasiii:: hargaiiiing power can improve the  bargaining p m -  
tioil of the. lion plvoral. rneiged firm. 

Conclusion 

r:,lsko\~idl (2(lOO/ suggested t liar, becoming pivmal through merger ~ 0 1 s -  

mi tlir r r i q i n :  hu!.ers' bargaining position We have shown that, t,hesr 
ri~wilts hold i i i  t,lir ('ase where buyer bargaining power IS constant. but, not 
~ic.c~essaril\~ in r,lie case where bargaining power increases wit,h firm size. 
LVP rleriioristrated that  larger buyers. including pivotal buyers, can cxtract, 
;rea,t,er gains horn t,rade than smaller buyers when there are a,symmetries 
111 Iinrgaining power. Chipty a.nd Snyder (1999) and Raskovich (2000)inay 
iintlpi-estimatc hargaining position because they abstract, from thr possi- 
l)ilir,v tha t  hargaining power may increase with firm size. Orice t h i s  efTec,t 
i >  ,i~~co~irited for the c:iirvature of the value function is no longer a reliable 
i-iilr-of-t,humb method for evaluating t,he change in bargaining position arid 
heme t,he effect5 of the merger on sellers. Moreover, despite Raskovich's 
pirt l ict i~ri  that pivotal buycrs would be disadvantaged by merger, we have 
iliown t,hat increasing bargaining power can improve the bargaining posi- 
r,iori of the, nou pivotal, nierged firm. 
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ABSTRACT 
Iri this paper, we explore the implications of most-favored-customer 

clauses in the cable industry. We show that the introduction of 
a mt)st-fa~ored-cilstomer clause for large buyers will increase their 
profitability, and that the seller's profits mav decrease. We exain- 
ine the  experimental cable bargaining results of Bykowsky, Kwas- 
nica, and Sharkey (2002), and compare these results to our model. 
We tind that, the resnlt,s of the Bvkowsky-Kwasnica-Sharkey experi- 
ments regarding the effect of a most-favored-customer agreement are 
consistent with our findings. 

I Introduction 
In this paper. we explore t,he use of 'most-favored-cnstomer' clauses (herc- 
;Itt,er. hlFC) i n  the cahle iridustry.' We examine the  impact of MFC claiises 
on Irargaining outcomes bet.ween buyers and sellers, and show t h a t  these 
outcomes depend on the market share of the larger buyers and the  relative 
valuation of the seller's programming to different buyers. 

The paper is organized as follows. We begin with the general case 
a.itli many buyers and sellers. and show tha t  in the absence of capacity 
coristraints and MFC arrangements the competitive outcome obtains. We 
t,hen introduce c:hannel capacitv corist,raints. and demonstrate that, the 
competitive outcome still obtains. Vcxt. we explore the case of large firms 
and MFC clauses. We show that. t,he introduction of MFC clauses can dis- 
dvan t , age  sellers and small buyers. We find t,hat, as the market share of t,he 
large huyrr irici eases. smaller buvers are more likely to be disadvantaged. 

- 
'.kdtior ~ DcJpartrtient of Economics. Cornell tiniversity, email. na47Bcornell.edu; Alexander: Federal Com- 

niunical.ions Commission, cmiiil palcxandCdfcc.gov. We thank  David Sapplngton and William Sharkey for their 
tlliln? t'hou-htful and usefu l  comrnentb. Aiiy (irrors are o u r  own. The views expressed in this paper are those or 
lhr aultjors. and do not necessarily represent. the  views 01 the Federal Comrnunlcations Cornmissiorl, any of its 
(~'~inirnrssioiicrs. or other staff 

'Tlic 2IFC rrpreaents R hrninl  o r  q u a i - f o r m a l  arrangement iry whlctl the larger buyer pays no more than the 
tiizhrst .~ii ioiir~i. 0 1  a n y  smaller lh~yrr .  
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Specifically. we find tliat if there are diHererices 111 t,he relative valuation 
of prc)pr;imniiii: anion:, b u y s  such that, the larger buyer has a great,er 
per-customer vtiluatioii. smaller buvers may tie precluded from a,ccess t,o 
tiit: programming becausc of its relative expense. In the penultimate sec- 
t,iori. WP extend ouI model to  accommodate the methodology utilized in 
t,ht, experimental studies coriduckd b! Bykoasky. Iiwasnica. and Sharke?, 
[ ' 0 0 1 )  ' t h r  prediction that, an  hlFC arrangement. yields market powcr is 
hiipport,rd hv their dat,a.-' Finally, we make some concluding remarks. 

I1 
Sellers 

The General Case of Multiple Buyers and 

Assumc that  risk rirutral content providers(a1so known as cable networks)have 
posit,ive fixed (sunk) costs of producing and zero marginal costs of dis- 
tributing their product. These content providers will be referred t o  as 
srllcrs (of programming). There are I sellers. The  sellers earn revenue by 
selling their product, to cable owners. The cable owners will he  referred to 
as huyers. 

For simplicity. we hegin by assuming that  sellers make a 'take it or leave 
it , '  offcr t,o each prospectivr buyer and denote by Ti,2, T*,, 
pnyment,s t o  seller 1 from huvers 1 .2 ,  . . . .  AI respectively, if the product is 
sold. There are IW hiyers. t:ach of whomi has N , ,  N2, .... NM subscribers, 
wliere C:=, ,ym = JV. 

We msuine that h y e r  m h a s  positive fixed costs F,,, and zero program 
prnvision c0st.s (an assumption we relax lat,er in the paper). We note that  
givrri I scllers with I products, every buyer has 2' possible progmmming 
c.hoic,es. We denote a, programming choice of buying only seller 1's program 
by E; ~ where subscript 1 denot,es the program package consisting of only 
one program and the superscript i denot,es seller i. The programming 
packagc consisting of 2 products, e.g., products from seller k and seller 1 ,  

The program package that  includes all programs from all sellers is de- 
r~ot,rtl b~ E,  or E;,',. ,'. The revenue that buyer m can derive from p r e  
:ramming package I? is denoted by V,,(E). Buyer m.'s objective is to 
inaxiniize urohts 

M E E; + E' = E; u E;. is given h; E? 1 -  

~~ 

'B!,hoa.sk\.. hlnrk. Anthony Kwasnica. and Williani Sharkey, "Horizontal Concentration in the Cable Television 
I r i d i ~ s t , r ~ :  ,An lkpe r lmrnra l  Analvsls," Fcidrral Communicat ions Cornmisston. O f f i c ~  of Plans a n d  Policy, Working 
1';Bpei Scrics. Nuinher 35 J u n c .  2002. 

, ' L i b  kiiwsky. I<u,.nsriica. and Ylmrkry use t h e  tern] 'most,-fa,vored-tratlon' which follows the tradition in t h e  
~ ~ ~ ~ j i c r i t i i i ~ i i r ~ i i . l  Iitei;itllre Wr prefer 10  use 1 . k  term 'mosl-favored-customer' for t h e  sake  of precisiori B o t h  terms 
, I \  o w l  relc i  I U  the sanx tliing. 
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t i \  rlioict~ uE ~ ~ i - o ~ i - ~ i i r i r r i i i i ~  Imckagr E .  R-e assume that, the value of an!- 
c:orrihiii;ttiori (if projirmis is positivr. aiid that  t h r  -value corresporidencc' 
s;itishcs drcreahiiug rriargirial &urns. hlorc formally. wr assume that for 
;t,ii\, lx\.er m. any t ~ v o  programming pac.kages € and E .  arid for any srller 
i s pi-ogiiin sucli t l ici t  E; E U € .  t,he followin; inequa,liry holds: 

l;,,fp + E; J ~ 1 ; , , ( E )  2 I ; , , (k  + + € 1 )  - \',,,(k f 3) > 0 ( 2 )  
1 < '  . 1 ;,, t i  S i l ~ ~ - l J l ~ ~ ~ ~ ~ l ~ ~ ~ l ~ .  

Claim I: \\.it11 .\I I i i i w r s  and I strllers. the unique Na,sh Equilibiiiirii 
traiisfer price f o i ~  encll seller b: t,o buyer ~ I J  is: 

iuid ~ 1 1  huvers buy programs from all sellers. 
Proof of Claim 1: First, we show t,hat if there is a Nash Equilibrium, 

i t  is i i u  equilibrium where all huvers buy from all sellers. Second, we sho~v 
that i r i  tlie equilihriiim where all buyers huy from all sellers, (3)  must 
I i o ld  Firially. w prove by induction that, the transfer price T,., is i n  fact, 
ri unique Xash Eqiiilihriiim transfer price. 

By contradiction, assume t,hat in some Nash Equilibrium, buyer 711 did 
ilot t i i iy t,lie program from seller i. Then.  seller i ' s  payoffs from buyer 
n i  are zero. .K~M., denote h!. E' t,he value of the set, of programs bought 
i ~ y  bii?-eI m. Siiice \!-(E' + E ; )  > \I(!?), seller i is strictly better off 
( I  e . .  ubtaiiis posit,ivr payoffs) by charging any transfer price in the set, 
7 E [O. V ( E *  i E;) - V(E')] ,  and buyer m, finds it. opt,imal to buy from 
sctllcr 1. 

Next. assume t,hat t,lierc is a K a d i  Eqiii1il)rium where all buyers hiiy 
irorri  a l l  sellers. Then.  it, must, he t,he casc that buver nr prefers buying 
ii.r~ni id1 s e 1 1 ~ ~ ~  t,o bu\.iiig from any set, of (I - 1) sellers; i .e. ,  t he  following 
c.oritiit,ioii Iiolds lor all  7n arid i. 

I I 

I.;,,(E,) - C"",A 2 V,(EI - E!)  - CTm,, - Tm,k (4) 
i=l , = l  

Asumr (4) holds with a strict. inequality for any seller I .  Then,  seller I 
MII increase 1t.s payoffs hy increasing t,he transfer price by an epsilon small 
; ~ r i i o i i n t , ,  while coridition (4 )  st,ill holds for all k = 1, ..., I. This is a con- 
traclictirm Therefore ( 3 )  mnst hold w i t h  eqiialitv Ii,"(E,) - c,=, T,,., = 

L;,,(E, - Ef) - I,=, T,,,, - T ,,,. A .  which siniplihes t,o (3) .  
L\;e h8.w sllowri thdt for al l  sellers it,  IS optimal t,o charge Tm,b. In  

orilci to cnsure that, t,his is iii fact a Sash Equilibrium, we must, check 
t,hat, for ariy h n w r  vi the value of buying from all sellers is greater t,haii or 
q i i a l  t.o t,he valiir of any programming package from the  remaining 2' - 1 
pnssiiiilities. To begin. denote by T,l,, t,he transfer price defined in ( 3 )  
\vhrri t,Iierp arc it tot,al of I = n sellers. Clearly; when I = 1, 

I 

I 

(5) I T,,., = L:,LiE:) 
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IS a Fast] Equilibrium ot t he  game. and all buvers buy from the seller. 
Noiv. assume that T,:k~ is a Nash Equilibrium outcome for some I = 

TI 2 1. Thcn i t ,  suffices to shoa. t,hat T:? is also a K a h  Equilibriun~. 
wliich wc do b:, showing that briver m ' s  benefit from h y i n g  all availablr 
ri  I pro,y:'am IS positive. WP iiot,e that vm( E,,,,) - C::; T::' equals 
\: ,(En-, ~ E;l7'j - C~=,T,';+,'. IVe ttien now ttlat V,,,(En+l - E;'+') - 
yyLI T;;l 2 l;,,l:E,,+l - E"") 1 

~ E'' 7 = ,  T" I , , , ,  1 lk(€,,) - -y:=,T,:1,, 1 0 
\VIIPTP tiic last iwxli ial i t \ .  holds due t,o ollr assunipt.lon that, T::' = qt.t 

.:\nv h i i i w  'rri's painffs are positivc \\.hen tliere are n+ 1 sellers charging 
T,:,:'. ;inti this l)iii,er IS lrctter off titlying n,+ 1 prograrns than any program 
package consisting of 71 programs. But,, we know from our induct,ion as- 
siirriptiori for I = 1 2 .  t ,hat  when there arc 71 sellers. buying from all sellers 
is prcfcned to all d i e r  choices. Therefore, with n + 1 sellers, buying from 
,311 n + 1 sellers is preferred t,o any other programming package. Then,  for 
I = I I  + 1. d Nash Equilibrium consists of sellers charging T::' and all 
liuvers hilying from all sellers. By construction this Nash Equilibrium is 
i i n ique .  Q.E.D.  

One simple interpretation of Claim 1 is straiglit,forward: when there are 
no capacit,? restraints. mble operators buy all iietwork programs. However, 
iii practice, cable operators do not, biiy from all sellers. We offer several 
trxplana,tions ~vhicti we explore in t,he next two sections. First,  we argue 
t,tiat t,ht:re may cxist capacit,y constraints on cable operators. Second, we 
rxplorcx the possible effect,s on program carriage in  the presence of SCP 

ralled 'most-favored-riisromer' dauses. In these cases, larger buyers are 
ilI>Ie to ohtain prices t,hat, are at, least as favorable as the prices secured 
hi. t l i r .  smaller brivcrs. Le.. smaller buyers do not obtain asymmetric price 
iliscoiint,s. 

I11 
and Sellers with Capacity Constraints 

The General Case of Multiple Buyers 

IT:? int,roduce t,hr idea of capacjt,y coiistra.ints by not,ing that the total cost 
of m y  ;iwn cable operator 'rn. excluding the payments to cable networks, 
I>: 

t = l  

xvllere F,,, ,Ire t h r  fixed c:ost,s and C,,ji) is the marginal cost of introducing 
i s  program. We assume that, 0 5 F,, and C,(i) 5 C,(Z + 1) for all i 
ii,iid all m,. Ttrese assumptions capture all possible cost structures with 
iiori-decreasing marginal costs. 

A'e  also assiirne that  for any buyer m, any t,wo programs E; and E:, 
,ind f? sucti that  i E i u E f ) r i E  = 0 where Vm(Ei) 5 V,(E$), t,he inequality 



l i , , l f? + E) _< I & ( € :  - E) holds. Simp]!. p u t .  we are assliming t,har i f  
I i i i w  prefers on(' pio;ritni i o  ,111othe1. the h u \ w  xi11 al\r.a\-s prefer this 

pi-ogrmi to tlir ot l ie i- .  rcgardless of the co~nbir~atiori of ot,her programs. 
\\, arc non  able To sIio\r. t l i d  under these corlditlons. if buyers cannot 

iiiHueric.r the h i i rp i r i i r i ;  uutconies her,neen other buyers. there is unique 
~ d i  Eqliilihriiiln nilt~cnilie. Furrlierinorc. this outconie is efficieiir 

S1trr. hy ii.ssumpt irm a ~ i \ .  jiiveti bri\,c)r (.annot inHuerice bargaining O U -  

c oilips ,imion; orlirr IJuwrs. it sriffices to ~ h n ~  the result, tor only one huyei 
\\~r i ie# i i i  wit11 m y  hiiyer ni. \\irlioiit I u s  of generality. we 8,ssiirne that  
for t ~ i i s  h ~ e r  \",(E:) 2 \ ; , , (E;) z ... 2 \';,,(E/-') 2 \,;(E:) > O .   four 
.issiirirptioris liold. t,ticrc 15 n iiiiique Nash E,quilibrium solution such that .  
if 

(7 )  

(8) 

C?,,(I) I V,(E,) - \/;,,(E, - E:)  

T,, = \IT,,(E,) - \'&(E, -E:) - C m ( l )  
tllell. 

w n d  thv h y c r  h y s  from a l l  sellers. 
This is a dirrc,t rxt,ension of Clairri 1. The condition on the cost func- 

t, iciri  implies that  there is u, positive value t,o be obtained by including 
,111 ;idtlitional prograrri regardless of t.he current corribinat,ion of programs. 
Tlit,rcTforc,. k i l l  progriuris \vi11 he bought in the unique Nash Equilibrium. 
~I'lir transfer price clinrj ietl a seller \vi11 be such that  the buyer is iiidif- 
tewi i t ,  hetrveen IJriytng aiid not buying this ddi t , ional  program. Also, i1 
O L I ~  ,tssurriptions hold  there is a second unique N a s h  Equilibrium solution 
sllch t , l l i I t  I f  

Cm(l)  z l',n(E;) (9) 

t l i m  1111yer 7 r i  d o ~ s  riot hii>. from any  seller regardless of thc! transfer price. 
Thc, c,oiitlitiori placcd oii the cost struct,tire implies that the net, benefit. 
froir i  h iv ing  a n y  prugrani is negative Clearl>-. no programs will be bought 
t t i  t,liis eqi~i l i l~r i inn 

Fiiie,Il~, i f  our a,ssumpt,ions hold, there is a third nnique Nash Equilib 
i r i i i i r i  solution siicli t,liat, if. 

C, , , ( I )  > c., ,(E/) - \)&(E/ - E:) (10) 

C,,,(l) < lj , , ,(G) (11) 
<Irld 

1 lien there exist,s a k E { 1.2.  ... . I - 1) s i d i  that, C,,( E, 1.2. ,k) - vm(~l,2,  . A  

- E;+') I ? .  , , . k t 1  1 .2 .  . . k , k + l  LyJ -1 c , n ( k )  RlKI + 1) > \/A(E*+, ) - Vrn(Ek+, 
Tlic transfer price is given (:I\.: 
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for all 5 f 5 k .  and T,,, , 1 0 for k 2 1 5 I 5 I.  hi this case. buyer 7 1 1  

hi ivs frorri the  hrst i,. s(4lers. 
71iis (:oridition s t i l k s  t h a t  tlie net value of huving just, OIIP prograrii is 

posiitive. and t,he net value of buying the last program aft,er biiyiiig all ot,her 
1-1 programs i n  negtit,iw Clearly. t h e  exists a A- hrtn.ren 1 and 1-1 s ~ i c l i  
t l i i i t  t , l i ~  net \.alile of Ibu~.iii:  fromi hrst k sellers (ignoring r r m d e r  prices) 
is positiw and t l ic .  i w r  WIUP cif buyill: from the ( e  + 1) 's  seller (igiicir~ii: 
rr;insfer prices) is n e g ~ t i \ ' c ~  Thus. tlir hriycr ivill bu\ - .  a r  rriosr. k programs. 
Sincr  rhr value of .ieller 7's program is rie\'er less than tlif value of sellei. 
( j  + I )  s program i t  is si.raight,lorwarti t o  see that, i f  seller i is served t.lieii 
sc,llcI (-1 shoriltl also I I C  scr\,ixl i i i  an\- hash Eqiiilibrium This implies t,liat 
x> l l c rs  i- + 1 .  .... I arP r i o t  s ( n w 1  in  an! N < x h  Eqiiilihriuin. Seller 6- must  
OP srr\wl iii iin! K a s l i  Equilibrium. siiice it  CRII always charge T,,,.h = 0 
; ~ n d  bhe buyer Iiuys from i:. eit.lit:r by replacing some of its programs t i\. 
program 6: oI b>- keeping all ot,tier programs. 

Tlierefore. it there IS a Nash Equilibrium. t,Iien all I; programs will he 
I)~)llglLr,. If there is a Na,sli Equilibriurii wit,h k sellers served. then it  should 
lip tlie rase t,hat, tht, hiiyer is indifferent tletween buying from any sc4er 
I as corripred to not hu\-ing from that seller, and to  replacing it, with 
i ~ i i v  citlicr program from ain of r~iiiairiing I - A: sellers' programs i . r . .  for 
1 5 i 5 A:. ( 7 )  holds. .lust, as i n  Claim 1.  

Tm,, 2 (1 (13)  

a,r1d 
i I 

,=I , = I  

t i ~ l  Imtl i  buyers and s(~1Ici-s ticc'rpt, these tiarisfer prices. I2.E.D. 
Opt,irriality implies [,tint all progmms that have a marginal value above 

i n a , r ~ i n a l  cost, will  tie broadcast,. The claim ;hove shows t ha t  under our 
;~ssuniptioi~ of coiistrairicd c;rpitcit,y: the market outcome is efficient,. 

IV Most-Favored-Customer Clauses 
.4ss111rit; tllere am two sc:llers m d  t,wo types (sizes) of huyers. Bu,ver one 
is large. nnd is HIIIP to  obt,a,in IIFC mncessions frorii both sellers. Den0t.e 
isI (1) as buyer on(,'s per c:ust,~rrrer valii;it,ion of seller one's product, r!l(1+2) 
*IS hiiyer one's valuation of ha\$ing both sellers' products, and ~ ~ ( 2 )  as biiyer 
two's valuat,lori 01 seller t,wo's prodllct. 

LVe dso assume that, assurript,ion one: given in  equation (Sectmn 1. 
Equar,iori 2) st,ill Iiolds. Le., ~ ~ ( 1 )  + V I ( ? )  > u l ( l  + 2 )  and ~ ~ ( 1 )  + tl2(2) > 
(,?(I i 2). \\'e know t h a t  the  Nash Equilibrium prices under the non- 
AIFC prvvisioris are tYl = ,ol(l + 2) - q ( 2 ) ,  tT2 = I J , ( ~  + 2) - ,u1(1). 
t f I  = 1 . 2 ( 1  + 2) ~ ~ 2 ( ? ) .  and t,;,, _. = I )? (  1 + 2) - '02(1),  where thc t' i ~ r e  

G 



the equilibriurn now11FC t,rarisfer prices. Using these assumptions. we 
miisider t h r  follouing four cases. 

First,, \ye consider t h r  case where tYl 5 t r l  and t iL 5 tir. Iri t,his 
(ii,sc. both the MFC and non-l,lFC t,reat,ments give the  same prices and 
o i i t m n e s  s inw the 3IFC provisioris d o  riot rcit,rict thc sellers heha.vior I I I  

.Ill\. f,lShloll 
Swviifl. \vt> erplorr  t , h r  c w e  wlicre f ; I  > tJ l  iind t;. 5 t.;,,. -. In t,his case. 

t , l l r  \IFC c1riii.i~ ori11. ,ifrct,s t,he hrst seller. and t,he seller has t,wn opt,ions. 
Seller 1 could cliargt. (.A) t l l  = t.'l = tGl i n  which c a e  hoth biivrrs buy 
iron1 seller m e .  Seller oiiv's revenue iii t,liis case IS ,V.t;l = (C,=, h',,,).t:, 
and seller t1vo.s hest  response to  seller one's price is t,o charge t l z  = ti2 
, i t id  f,?? = t:,. -. Or. seller 1 could charge (B) t l l  = tzl = tTl and sell only 
t,o huver one. I r i  this case: seller one's revenue is N ,  . t;l and seller t,wo's 
lwst response is t o  charge t i l  = f ; ,  and tzr = ?12(2) if ~ ( 1 )  - til < 0 
,iiiil t l L  = t;? a i d  t12 = 11?(2) - ( , 2 ( 1 )  + tYI if ~ ~ ( 1 )  - t i l  2 0. Seller 
ant. prefers B to A if N . til < )VI . t i l  which w? write equivalently as 

. ( ' ~ ~ ( 1  + 2 )  - i i l ( 2 ) )  > v z ( l  + 2 )  - ~ ~ ( 2 )  where k is firm one's market 
shiiri: 

Third,  we have t,lie case where til 5 t.J1 and tY2 > t i 2 .  We notice 
iriiniediat,el\. t.liat, this case is symmetric to case two arid therefore the  
r e s i i l t , ~  are the same. 

Fourth. we hnvr the case where t ; l  > t& and t;2 > t;*. In this case, the  
llFC arrangenirrits restrict bot,h sellers, and each seller has three choices: 
(1)  provide? the product only to  buyer one, (2 )  provide the product t o  only 
hiiyer t,a-o. or (3 )  provide the product, to both buyers. 

III t ,h r  tnhlr f .hat  follows. WP have listed each of the possible cornbina,. 
tioris f o r  t , l r  sellers. 

AJ 

Seller One 

Buyer One Buyer Two Both Buyers 
b 
e 

C 

f 
Both Buyers 8 ti I 

.ks we ~11;dl tierrionstrate. ( h ) .  ( d ) .  (e) .  ( f ) ,  arid (h)  can never be part  
d ' I ,  ii;iLsh Equilihriurri. while (a),  ( I ) .  (c) .  and (P), can be part. of a N d i  
Equilibriuni 

WP not,e immediat,ely that. (e) cannot he a Nash Equilibrium. If both 
sellers scrve only buyer two, then t z l  = t;l and t 2 2  = t&,  and then t i l  = t& 
A M I  /,I? = t,;>. But at, these transfer prices, buyer one finds it optimal t o  buy 
fi-om I)ot,li sellers. I t  1s also clear that, ( f )  and (h )  cannot be Nash for the 
wmr reasons given for (e) Next. asslime (b)  is a Wash Equilibrium. Then,  



V The Bykowsky-Kwasnica-Sharkey Results 
Bvkowsk~~.  Kwasriic:ii; itrid Sharkey (2002). report, results of experimental 
studies t t i a l  explore bargaining among buyers and sellers in the  cable in- 
tiiistr\-. Thrse rrsults give lis AI> opport,unity t,o evalriatk t,he predict,ive 
powcr ,if 0111 IIiCJdel. However. i n  order to evaluat,e the  results of these 
c~ii(:rirrierit,s in  t,he context. of 0111 MFC model. we must first extend the  
irriirlel givrn i n  S iori 4 t,n r i ~ ( : ~ ~ n t t r ~ ~ ~ d i i t , ~  rmiltiple buyers and a sequential 
tlargainin:: proc 
show that. the B?.ko\\.sk!:-Kwasnica-Sharkey experimental results relatirlg 
lo AIFC t reahients  are broadly corisist,ent wit,h our theory. 

\l,'C s h r t  I)?. rriodelhng a bargaining process with one seller and mu\. 
ttplc 1)uyers. ii,iid then rxterid our h?FC model to includc multiple buyers 

Iri the context, of this extended model, we can t,hen 
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,inti sellers. model this bargaining process as one i n  which the seller's 
cticwes arc Incieii(-ndent,. n.liic:h implies t,tiat a model with a single sellei is 
iea,sonaiilc. Tlie assumption of independence among buyers is consistent, 
ivit,h t h p  esperiment,al frarriework employed by Bykowsky. Kwasnica. and 
SliiLrke\. ( 2 0 0 2 ) .  Finally. WP ext,rnd our model to a,ccommodat,e informa- 
t ional asyrnmet,ries. 

1i.v begin by wssiiniiii:, i l lat ii.it,liout a rriost-favored-custonier provision. 
wl1c.r I is cliargiti:, t ; .  t ; .  t.;. .... t i ,  per customer t,ransfer prices t.o buvers 
I .  2 .  ;I .  11 respectivrly. .4ssiinre rhat buyer one lia5 the most, customers. 
I c ' . .  .I-, >, :I-," for all ni 2 2 .  Noa-. nssuine t,lia,t buyer one is able t,o ot)t,airi 
rii~)ht-ia\.ored-customer' ternis requiring the seller to charge a per customer 

piict. r i o  m o r t  t l i a r i  tlic rriinimuni of prices charged t,o other buyers. Le.. 
I ,  5 rnii i{t , .  L:,. . . i ! , , }  \\:e not,? that, if t:, 2 t i  for all 7n 2 2. t,tien the 
MFC provision will l iaw n o  effect, on a seller's decision 

For simplicity. a,ssume that, t' takes four possible values 0 = t i  < t; < 
1' < ta. In fact. this arialysis applies to any finite number of buyers. In tlie 
present case. there are some huvers with (non-hlFC) transfer prices above 
1;. t,herr arp snnie Iiiiyers wit,h (non-MFC) transfer prices below t ; ,  arid 
there are some briyers who do not, buy from seller i ,  denoted by ti = 0. We 
tlc,rlo(e c:ustomers served by different, t,ransfer prices ti. bynl = Ni; 112 = 

,;,,= ~~ :Ir,": n,3 = E,, ,_,_ :Y,,L; and T L ,  = E,. =l .  N,, where E:=, iii, = N. 
Tlie hlFC arrangemints do riot affect the buyers who are paying above 

ljiiver orie.s price Given the MFC constraint, the seller has two options. 
Firs t .  the seller could charge t ,  = t3 = t ;  and t? = t;.  In  this case, the  seller 
serves only t,he first a n d  second type of buyers: and the seller's revenue is 
'rl = n1  . t ;  + , r i i .  t ; .  O r .  the seller could charge t l  = t3 = t i  and t 2  = t:. In 
this mse.  t,hc seller serves all the buyers that, i t  u d d  serve without the 
.\lFC arid t,lir srl1er.s revenue is T~ = (n ,  + n,:,) . t,: + n2 14. We riot,e that, 
oulv t l r c ,  first and s ~ c o n d  buyer t,ypes are served if 7 1  > T Z  

Not,icr. t , h r  higher nl (t,lie market, share of buver one), the more likely 
i t  is t tiiit smaller brivcrs will riot buy programmirig. Also, note tha t  buyer 
o i ~ t ?  alwavs liuys rhc prodiict, arid pays. a t  most. the price under the non- 
\ I K  pro\-isinn. These results a r t  consistent, wit,h our findings in Section 
4 .  

-4s uot,ed above. t,hc model we havr coristriicted must br amended 
t o  accoirimotlat,e the iriformat,ion asymmrtries embedded in the sequent,ial 
liirrgiiinirig fratnowork of Bykowsky, Kwasriica: and Sharkey (2002). Specif- 
ic.nll\.. ill the ByI;owsliv-I<\~a.snica-Sliarkr~ model. the sellers do not, know 
r h r  buyers. valua,tion. atid thus  musl, form some expectation regarding the 
\\.iIliiigrirss-to~p;l~ ori t h e  part of each individual buyer. Moreover. the 
sr!llct- must tleterrnirie an opt,inial trading sequence. Amending our model 
t o  a,ct.orriniotlatr these conditions is a simple exercise in straightforward 
logic.. M wr denionst,rate next. 

-4saiinir t,liat we have t,wo buyers and single seller where the  seller does 

m 4  

& > ? .  
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r i o t  knou tlie hii!.rr's viilriatiori of t,hr seller'.i product,. As we showed iri 
Section 4 (equilibria :i.c.g.i).  it, is aln-avs optimal for t,he seller t,o t,rnde 
\vir11 t h v  larger tni!.t!r. hut not t,hc smaller buyer. Thus. t,lie spller will 
iil\\-,i\.s wiir i r  ro I , I ~ C  \ciili tlrc biggest buver f i r s  and  hrricc the  out,conic 
of t l i ( '  garire is thc SBIIIP i l  111~ srller kiiew n.ith cersaint!.. thc oiitc,oiiie of 
i i c~gor i~ t io i r~  n3ll otliri I J L I \ P I P  Siiicc rradiii; \~ i t , l i  t l i v  sriiallei. Ihii>.er hrst 
i\~oiiliI Inck t h v  wllt.1 inro vqiiilihiiiim I .  if \\-I- extend t ,h r  alial\-sis t,u t , l ic I'AW 

wit l i  iiiore t l idr i  rwo  IJ I IW~S.  \CP ~ ~ i ~ i ~ c l u t l t ~  tiiiit the seller would ;~l\va\ ,s  \r-mt 
I,, t ladv \\.it11 t,/ie 1)i;fiest biiyei  first^ Thr determiriation of a particular 
wlciilihriiir wi l l  depend on t he higgest. huyer's market, share. the  relativr 
\.. i~ u ~ t i o i i  . ' 

t l ic .  tmrgainiri; oiiti:orne with t,hr rtwiaining buyers. 
Four of t,hr rcsiilts ol the Bvliowskv-Kw~nica-Sharkey (2002) experi- 

I I I P ~ T S  iirc germane to c u r  iriodel. First. Bvkowsky. Kwasnica. and Sharkey 
tiiitl t,li,it wirl i  no tliwnriel capac.it,y coust,rairrts a.nd 110 MFC claiisrs. ill1 of 
rlic sellers were ii,ble to c.oritIiict profitahle trades. which is precisely the 
resiilr our  rriodcl predict,s i n  Section 2.  Second, Bvkowsky, kwasriica. arid 
Sharkey hiid that \rit,h ca,pacity constraink and no MFC clauses. a seller's 
hargairiing power decreased. while a buyer's bargaining power increased 
i.elat,ivc, t,o t,he c:;tse of 110 capacit,!, constraint,s. This result is consistent, 
wi th  oiir model. as can he seeti by comparing ( 3 )  in Section 2,  with (3 )  
a r i t l  (7)  i n  Section 3. and rioting the extra negative t,errns in Sectiorl 3.  
T h i r d  B!,kowskj.. Kn.ssriicn. anti Sharkey find that, t,he existence of ari 
XIFC' claiis~ iiicreasrs t t i r  profitability of h3FC hiiyers. a result, our (ex- 
t c , r i t i c ~ t l /  Section 4 itrid 5 model predic,t,s. Finally. not,e that, in our  model 
(\vhere the sellers c<>n make t,ili;e-it-or-lcave-it, offers. by assurnpt,ion). t,hr 
pwseiitc of an lIFC ,rrl-angemenr is t,lre oiil\. source by which largc hrms 
cxlriliit greater market power. This is exactly paralleled by the results of 
t,hr B\-ko\\,sk~-Ii\vasriica-Sharkpv st,iidy. 

of of prograriirriirig b . ~  different, buyers. and the uncert,ainty of 

VI Conclusion 
111 this paper. WP explored t,hr use of 'most.-fa,vored-customer' clauses in the 
c.nl,le i i idiistry. LVf examined the impact ,  of hdFC clauses on bargaining 
l J l l t , i ~ I I l C s  bet,weeri buyers arid sellers, arid showed that these outcomes 
tlr.peritltrtl ori thv market, share of t,hr larger tiiiyers arid thc relative 1)er- 
c.u,%t,onier valii;ition of t,he seller's prograrnrriirig t,o different, buyers. 

\I,r showed t , l is t  hotli with arid wit,hont chanriel capacity constraints, in 
rhc ti,t)seiice of MFC dauses, t h e  market oiitcome is efficient. However, the 
iiitrotluction of h.IFC (:lauses can disadvantage sellers and small huyers. We 
found I.ha,t, as t , l i ts  market share of the large buyer increases, smaller buyers 
i i r c  trior(' likel\, to be ~lisn.tlva~rit~a~grtI. Specifically, we found that  if there is 
, I  rlispi~rit,!. in t , l ic,  rel;i,t,ive viduar,iori of progra~riming among buyers. in the 
i ' , i i( ' WIIIW tlie large hiiyer has ii grrat,rr per-ciistorner valliatioI1. snlaller 



h ive r s  ma! hti precluded from riccess to t,lic progriirnmiiig bemuse (if  irs 
r r h  tivr exp(~iisc*. 

If'r extended oiir riiciticl i o  iic:coiiimodnrr~ t lip nic~tliotlolog!. utilized i i i  

I he experimentdl stndies c:oriducird b!, Bylioa-sk\~. I<wasnic,a. and Sharlie!. 
12002) and demonstr;irrtl i,liitt, our prrdiction t,liar a i  hIFC arrarizeriierit 
\.ields inarlirt power is support,rtl hv their tiar,a. Bylioa-si;!,. Kwasiiicii. 
,imI Stlarkw f i r i t l  that n-it,h 1 1 0  channrl rapa rm const~r;t~nt,s and no \ IF (  
c Liiises. all oi t l i t .  selleis iwrc able to coiirliirt profitcJ.ble t,ra,ties. \\ Iiicli i> 
I i rwisd \ .  t,lie result o ~ i i  model predict,> i l l  Sect,ioii 2.  Consistent ni t11 the 
rxperiniental T P S I I I ~ S .  oiir rnodr.1 pretlict,s tliar ~riitler capwcit,!. cnnst,raints 
arid i i o  hIFC claiises. A sel1rr.s hargaininz power decrea,scs. while a buver's 
Iiai-~iiinin~, poiver iiicreaivs relat,ivp t,o the c;ase of no capaci t,y corist,i-airrt,s. 
Bylio\vsliv. Ii\vasriica. i d  Sharke>.'s hiidiiigs that, the exist,eiict. of an MFC 
c.Irtusp increases t,he prohtahilit,y of MFC buyers is a prediction of our 
(ctxtcnded) Sect,ion 4 and 5 model. In our model. the  presenre of ail hlFC 
;trra,rigement, is thr only source by which large firms exhibit, greater market, 
powcr . This I:, rr;actl\- paraileietl bv t.hr resuits of t,he B~kowsk~r-l i~, .asnica- 
Shwrkey stlid!-. 
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